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Margin Debt Reaches New High

Investors borrowed a record $722.1 billion against their investment portfolios

Margin balances have reached a new record high as a widening class of affluent Americans borrowed

against their portfolio investments to buy more stock. [1]

Margin debt has reached the highest point in two years as investors borrowed a record $722.1 billion
against their investment portfolios through November, topping the previous high of $668.9 billion from
May 2018, according to the Financial Industry Regulatory Authority (FINRA).[?] This amount is a 28%
increase since the same time last year and is up nearly 10% from $659.3 billion in Oct. 2020. The surge in
risk-taking indicates that investors were euphoric as COVID-19 vaccines neared.
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These investors are chasing bigger gains and exposing themselves to potentially devastating losses
through riskier plays, including concentrated positions, trading options, and leveraged exchange-traded
funds (ETFs). The milestone is not a good sign for the stock market since margin debt records often precede
market volatility, as seen in 2000 and 2008.

The S&P 500 has jumped nearly 67% since its lowest point on March 23 and dozens of stocks have rocketed
even higher. Tesla is up 685% year-to-date after joining the S&P 500, while Zoom Video Communications
has gained 429% so far this year as remote work became the norm due to the coronavirus pandemic.
Meanwhile, COVID-19 vaccine maker Moderna is up 516% for the year.

Investors who use margin debt pledge their securities in exchange for loans from brokers to buy more
securities or sell short a stock. Regulation T says investors can only take on margin debt of 50% of their
account balance, though the typical margin requirement is 25%.

However, investors can get into trouble if their collateral falls below a certain threshold and triggers a
margin call — one of our most popular terms in 2020, which spiked in March as the stock market was

cascading. Once there is a margin call, investors must decide whether to put up more money or sell the
securities underlying the loans.

Some investors use their margin balances to trade options. In 2020, a record number of options contracts

have traded with an average 29 million options trading hands each day this year, a 48% increase from 2019,

accordino to Ontionsg Clearine Carn. Traders can ahtain antians ta hedgoe their nartfalios from <tack



While these strategies provide opportunity for major gains, they also provide opportunity for major losses.
Those who overextend themselves can be burned. Many investors lost money this year when oil prices
turned negative and shares of Eastman Kodak took a sharp fall after news that its chairman received stock
options one day before the announcement of a government loan to help the company make drugs.
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Related Terms

Agency MBS Purchase Definition

Agency MBS Purchase typically refers to the U.S. Federal Reserve's policy of purchasing certain government-backed
securities. more

Buying On Margin Definition
Buying on margin is the purchase of an asset by paying the margin and borrowing the balance from a bank or broker.
more



The Main Street Lending Program is an initiative by the Federal Reserve System to keep credit flowing to small and
mid-sized businesses and nonprofits during the coronavirus crisis. more

Margin Definition
Margin is the money borrowed from a broker to purchase an investment and is the difference between the total value
of investment and the loan amount. more

What Is Foreclosure?
Foreclosure is the legal process by which a lender seizes and sells a home or property after a borrower is unable to
fulfill his or her repayment obligation. more

Shares
Shares are a unit of ownership of a company that may be purchased by an investor. more
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